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ABSTRACT 
The intent of this thesis is to assess the effects of the China's open 
door policy on the investment, trade, economic structural change and 
manufacturing-up process in the Hong Kong economy. 
We find that 
i) the growth rate of investment in Hong Kong after 1978 was lower than 
that of the period before, 
ii) the percentage share of manufacturing investment in total investment has 
been declining since 1978 but increases from 1982, 
iii) the average growth rates of domestic exports, re-exports and imports 
during the present period are larger than those of the past period, 
especially that of the re-exports, 
iv) on the side of economic structure, the speeds of the expansion in the 
tertiary sector and of the contraction in the manufacturing sector were 
raised, both in terms of their percentage shares of value added and 
employment, and “ 
V) no evidence of manufacturing—up induced by the open door policy. 
We believe that the China's open door policy has played a role in the 
above i) to iv). 
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CHAPTER I INTRODUCTION 
During the past ten years, China has experienced a period of political 
and economic reforms. Among China‘s economic reforms, the open door policy 
is the only outward looking policy. It has been introduced since 1979 and 
aimed at attracting foreign trade and investment in China. Owing to this 
outward looking character, it is believed that the open door policy may have 
influence on the economic activities outside China, especially that in Hong 
Kong due to the close geographical and cultural relationship between Hong Kong 
and the mainland China. 
Historically, the development and structure of the Hong Kong economy 
have been affected by the political and economic changes in China." In 1949, 
the Communist Party took over China. This political change brought a lot of 
capital and workers to the Hong Kong economy and in turn contributed to the 
transformation of the Hong Kong economy from an entrepot to an industrialized 
economy. Learning from that experience, it is interesting to see how the 
economy of Hong Kong would be affected by the open door policy in China. -
The intent of this thesis is to study the effects of the open door 
policy on the Hong Kong economy. The study maiiily includes the dimensions of 
investment, trade,, the structural changes of the whole economy and of the 
individual sectors, especially the manufacturing sector. 
Because of the availability of data, our study only covers the period 
1969-1988. It covers a ten-year period before 1978 (the past period)、 and 
‘ ‘the past period‘ refers to 1969 to 1978. 
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a ten-year period after 1978 (the present period”. Most of the data in our 
analysis comes from the Hong Kong Census and Statistics department. The data 
mainly include investment, domestic exports, re-exports, imports, production 
and employment. 
The rest of the thesis is divided into three chapters. In chapter-11, 
we will give a brief description on the China's open door policy and discuss 
the conjectural effects of this policy on the investment, trade and the 
structural change of Hong Kong. In chapter III, by using the data published 
by the Hong Kong Census and Statistics Department, we will examine whether the 
China's open door policy has any significant effect on the structure of the 
Hong Kong economy. In general, using 1978 as the watershed, the data are 
divided into two groups, one before 1978 and one after 1978. Tables and 
figures are constructed to compare the data between the two periods, both in 
absolute values and in their relative shares in the economy and in different 
sectors. 
In the sectoral level, the change in the percentage shares of the 
secondary^ and tertiary^ sectors will be studied to find if there was any 
change in our economic structure. For the sub-sectoral levelS the-
manufacturing sector (Division 3), the financing, insurance, real estate and 
business services sector (Division 8), and the wholesale, retail and trades, 
restaurants and hotels sector (Division 6) are studied. The first sector is 
- ‘the present p e r i o d , refers to 1979 to 1988. 
‘ Secondary sector includes the divisions of 
m a n u f a c t u r i n g , e l e c t r i c i t y , gas and w a t e r , and construction, 
(that I S ,工 S I C D i v i s i o n 3, 4 and 5) 
4 T e r t i a r y sector consists of Divisions 6 to 9 (工SIC) 
(refer to App 1)• 
’ Refer to A p p e n d i x 1. 
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a main part of the secondary sector, while the latter two sectors are the 
building bones of the tertiary sector. 
Concerning the analysis of the structural change in the mamifacturing 
sector and the whole economy, an additional table is used to show the 
percentage shares and the rank of five to six largest industry groups in terms 
of their production shares or employment shares. This analyzing method is 
similar to that used in Lau (1987b) (App 2). 
After pursuing an comparative study for the data between the two 
periods, ve will compare the actual findings vith the conjectural effects 
which we will make in Chapter II. Interpretations on the discrepancies will 
then be discussed. 
Finally, in chapter IV, we will have summary of our findings. We will 
also discuss, from the theoretical point of view, whether China's open door 
policy is beneficial to the economy of Hong Kong. 
3 
CHAPTER II THE CHINA'S OPEN DOOR POLICY AND ITS CONJECTURAL 
EFFECTS ON THE HONG KONG ECONOMY 
In this chapter, we will describe the China's open door policy and its 
conjectural effects on the investment, trade and economic stnictiiral change 
of Hong Kong in terms of production and employment. 
2.1 The China's Open Door Policy 
2.1.1 Background 
Since the People's Republic of China was established in 1949, most of 
the resources in China were allocated under central planning. The development 
strategy focused on the building up of the basic or heavy industries as well 
as large scale projects. Lower priorities were given to the development of 
agriculture, production of consumption goods, medium and small-scale state 
enterprises. After nearly three decades, the problems of this unbalanced 
economic development and the economic inefficiency which was mainly caused by 
the central planning became serious. To solve these problems, a new economic 
policy bas been introduced since 1979. Under the new economic policy, a dual 
programme of adjustment and reforms were implemented. Economic readjustment 
and reforms began in early 1979 and was officially announced bv Hiia Guofeng 
in his report on the “ work of the government ” delivered at the second 
session of the fifth National People's Congress on June 18, 1979. 
The economic readjustment programme aimed at a more balanced economic 
structure and better living standard. It was characterized by shifting the 
\ 
allocation of resources from investment to consumption, and from heavv 
industries towards light industries. The economic reforms aimed at improving 
the functioning and the management of the economic system so as to raise the 
productive efficiency of the economy. The main features of the reforms were 
i) to decentralize the decision making process by delegating greater 
discretion to the lower level operating units, ii) to motivate workforce by 
relating income to productivity, and iii) to expand the use of market forces 
in resource allocation to supplement the traditional means of planning 'and 
administrative directives. Rural reforms^, urban reforms' and the "open-
door" policy were three fronts of the economic reforms. 
2.1.2 The open door policy 
The open door policy was an outward looking development strategy of the 
new economic policy. It was carried out simultaneously with the program of 
readjustment and reforms since the Third Plenary Session of the Eleven Central 
Committee of the Communist Party. 
The essence of this policy was i) to speed up the pace of four 
modernizations^ and the economic development by absorbing foreign investment 
and technology, and ii) to expand the foreign trade of China. The 
liberalization of trade, the development of joint ventures, the setting up of 
Rural r e f o r m s mean the dec〇llectivizati〇n of 
agriculture, a. r e t u r n to the peasant household as the essential 
economic unit in the c o u n t r y s i d e and lifting of controls to allow 
peasants to m a r k e t surplus production freely. 
？ . Urban reforms refer to expanding the autonomy of 
enterprises, e n h a n c i n g the material incentives to workers 
二 e ^ x i n g p l a n n i n g and price c o n t r o l s , replacing state investment 
wi二h credit f i n a n c e , encouraging small-scale private enterprises 
and allowing m a r k e t forces to replace unified state control over 
distribution of c o m m o d i t i e s and m a t e r i a l s . 
3 "Four m o d e r n i z a t i o n s " means the modernizations of 
agriculture i n d u s t r y , science and technology and national 
3 二二二."iQif^on after the downfall of the , Gang of F o u r ' in 
October 1976, the new regime began to implement its new economic 
go丄icy and a c o m p r e h e n s i v e program of so-called "Four 
M o d e r n i z a t i o n s " . 
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special economic zones (SEZs)(、終_ •良‘），development zones (约;^閉;?I；& ) 
and trading areas ( 馆 4 • ) under a new system of extraterritorial 
rights, and the development of cheap labour export processing industries 
constituted the essential features of the open door policy. 
The liberalization of foreign trade was initiated in 1978. In the 
following year, the State Council granted special rights in foreign trade and 
investment to two Southern provinces of Guangdong ) and Fujian ). 
An important feature of the new policy was the permission of setting up SEZs, 
where special incentives could be used to attract foreign capital and 
technology. The four SEZs are Shenzhen (象列）， Z h u h a i (说；号),Shantoii 
( l i ) and Xiamen ( I L P ] ). In July 1979, China promulgated its new "Law 
of the People's Republic of China on Joint Ventures Using Chinese and Foreign 
Investment", which enabled foreign corporations to incorporate in China in 
joint venture with Chinese companies, enterprises and other economic entities. 
The regulations granted foreign investors tax holidays, lower tax rates and 
preferential treatment regarding land, raw materials, customs treatment, 
labour contracts and foreign currency controls. The speedy development of 
Hainan Island was decided in 1983. By the end of 1984, the four SEZs had 
signed more than 4,700 economic cooperation contracts with foreign countries, 
involving US$2 billion, of which US$840 million had been put into actual use. 
In May 1984, the Central Committee of the Chinese Communist Party and 
the State Council decided to open China vider to foreign investment by 
approving the formation of 'trading areas' and 'development zones' in fourteen 
coastal city ports, namely, Dalian (义連 ) , Q i n h u a n g d a o (姜 善 ) , T i a n j i n 
( A寺）， Y a n t a i (浏 fj ), Qingdao (•备），Lianyimgang (邊、f 漆）， N a n t o n g 
( 南 ) , Shanghai (上；乡 ) , N i n g b o (專疲）， W e n z h o u (洛—），Fiizhoii 
( ) , Guangzhou ( ) ' Zhanjiang (4〉二 ) and Beihai ( 女 每 ) . w i t h 
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a relatively good foundation of industry, science and technology, these 
coastal cities were designed to form together with the four SEZs and Hainan 
Island a line along China's coast that would serve as the forward position for 
China's opening to the external world. They had been expected to stimulate 
the development of the hinterland area through their endeavour to absorb 
advanced technology, popularize experience in scientific management, transmit 
economic information, train and supply qualified personnel. At the 
institutional level, the authoiritY to conduct foreign trade was transferred 
from the Central Government level to the provincial and local levels. The 
procedures of foreign trade increasingly allowed individual Chinese state 
enterprises to enter directly without government approval into trade, joint 
ventures and other 'cooperative, arrangements with foreign capital. 
In 1985, the State Council had decided to further open three coastal 
p A 
economic zones, namely, the Changjiang River Delta ( -^yt y ^ ) , the 
Zhiijiang River Delta ( 珠 三 ’ i l ^ v ^ ) and the Xiarnen-Zhangzhou-Quanzhou 
Triangular area ( 复 約 、 算 - ^^巧 3 高 他 蜂 ) i n Southern Fiijuan Province. 
Apart from opening wider to foreign trade and investment； the Chinese 
government had also stepped up its efforts to improve the environment and 
incentives for foreign investment. A number of new regulations had been 
adopted to protect the interest of foreign investors in China. 
In summary, in order to speed up the process of modernization, China had 
replaced an inward looking development strategy by a new policy which was more 
outward looking and placed greater emphasis on trade and absorbing foreign 
investment and technology. This opening up of China to foreign trade and 
investment has a great meaning to the development of Hong Kong economy. It 
\vddened the opportunity set of Hong Kong manufacturers and traders in making 
their manufacturing and investment decisions. In the next section, several 
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conjectural effects on the Hong Kong economy of the open door policy will be 
mentioned. 
2.2 Conjectural Effects on the Hong Kong Economy 
According to the open door policy, China offered a lot of preferential 
treatments to attract the foreign investors and traders. An increase in the 
foreign investment and trade in China was expected under this policy. In the 
following paragraphs, we will discuss, from the theoretical point of view, the 
conjectural effects of this policy on Hong Kong. 
2.2.1 Investment 
By offering preferential conditions to foreign investors, the open door 
policy would affect the level of investment in Hong Kong, especially the 
investment in the manufacturing sector. It was because some domestic or 
foreign enterprises were expected to move to China in order to take advantage 
of the lower labour cost and cheaper land offered by China. In other words, 
part of investment would be shifted to China from Hong Kong if the expected 
revenue from the investment was higher in China. Also did the investment in 
the manufacturing sector. Some industries, especially the low-technology or 
low-labour skill ones, may move part of their production processes to China 
to reduce the labour and rental cost. Although one objective of the open door 
policy was to introduce advanced technology through the foreign investment, 
high-technology investment was believed risky in China, especially in the 
early stage of the economic reforms. It was because this kind of investment 
may meet an additional problem concerning the lack of high-skill labour as 
well as the inefficiency of the management system, the lack of advanced 
infrastructure and the unstable political environment in the mainland China. 
Therefore, we expected that only the investment in some low-technology or low-
8 
labour skill industries would make higher return in China than in the Hong 
Kong economy during the early stage of the open door policy, while that of the 
high—technology or high-labour skill industries would not. However, the long 
run investment may have not been affected. 
2.2.2 Trade 
On the other hand, the China's new trade strategy, which was another 
half of the open door policy, would raise the volume of trade of Hong Kong, 
especially the re-exports. The discussion of trade here will concentrate on 
the visible trade, that is, the domestic exports, re-exports and imports of 
goods. 
On the side of exports, China became a possible market for the Hong Kong 
domestic products after 1978. However, in order to introduce more foreign 
advanced technology, the China's new trade policy emphasized to expand her 
domestic exports for earning more foreign exchange and importing more advanced 
technology. In other words, imports of Hong Kong consumption goods would get 
no priority in this policy. Considering the re-exports, the expected increase 
in the trade activities between China and the foreign countries needed Hong 
Kong to play a middleman role. It was because Hong Kong obviously has the 
abilities to provide a series of advanced and convenient facilities for the 
China trade. These mainly included the facilities in communication, 
transportation, banking and financing. All these advantages enabled Hong Kong 
easy access to the world markets. Therefore, through the Hong Kong market, 
the transaction cost in the China trade would be reduced. It is reasonable 
to expect that the large the volume of trade in China, the more re-exports 
will be in Hong Kong. We also expect that the effect of the open door policy 
on the Hong Kong domestic exports would not be as large as that on the re-
exports . 
9 
On the other hand, it is believed that the open door policy has 
relatively little influence on the side of Hong Kong imports. It was because 
before the adoption of the open door policy, Hong Kong has imported a lot of 
food, raw materials and low-skill products from mainland China. Therefore, 
the impact of the open door policy on the imports of Hong Kong would be 
smaller than that on the exports. 
2.2.3 Structural change of the economy 
In above, it was argued that some low-tech or low-skill industries in 
the manufacturing sector would move their production processes to China. On 
the other hand, the open door policy would stimulate the trade activities of 
Hong Kong. The increase in trade volume would in turn accelerate the demand 
for the services provided by the tertiary sector, especially stimulate the 
growth and development of the finance and trading sector. Therefore, a 
shrinking manufacturing sector and an expanding tertiary sector would be 
expected in Hong Kong under the China's open door policy. 
2.2.4 Structural change of the manufacturing sector 
As we would expect that some low-skill industries will be moved to China, 
to take advantage of the lower labour cost, other things being eqiialS the 
demand of labour in the manufacturing sector in Hong Kong will be decreased. 
On the other hand, the increase in the activities of the trading and finance 
industries will lead to an increase in demand for labour. As the 
manufacturing industry is more labour-intensive, it is very likely that the 
overall demand for labour will decrease and consequently the vage rate will 
also decrease. The effect of the decrease in the wage rate on the internal 
。” We assume that there is no change in the exogenous 
factors such as foreign demand for the outputs. 
10 
« 
structure of the manufacturing sector can be analyzed by the following simple 
model (Lau & Wan, 1986). 
Model 
Consider a model of production in which a small and open developing 
economy produces a continuum of goods. Each good is indexed by a number 
between zero and infinitY. A good associated with a larger index implies 
"requiiriiig higher skill". As a small and open economy, the economy takes the 
output prices as given and is able to sell all its output in the world market. 
As the goods in our model is of different skill level, the production 
of the goods have different efficiency of production. 
Let Qz = E^f [L ] where Q^ is the output level of good z, E^ is the 
efficiency of production of good z, f [LJ is the production function and L^ is 
the amount of labour allocated to the production of z. This specification 
shows that when the same amount of the labour allocated to different 
industries the output level of different goods are different if E^ varies 
across z. . 
We assume in general that 
1. the production function exhibits diminishing marginal product and 
the marginal product of labour (f' [.]) is positive and bounded 
from aboveio, 、 
the price of a good is positively related to the skill level of 
the good with the price of goods that are sufficiently primitive 
equal to 0, and 
3. the efficiency of production of a good is negatively related to 
its skill—content with the efficiency of production of goods that 
are too advanced equal to 0. 
“ 0 < f，[LJ < B = f [0] < CO 
11 
The first assumption on one hand permits an industry not to employ any 
worker, and on the other hand, all workers will be employed. A typical 
marginal product of labour curve is illustrated in Figure 1.1. The second 
assumption is justified by the observation that the cost of production of 
high—skill products are high, and the demand for primitive goods or low-
skill goods are usually very low. These are then reflected in the price so 
that the high—skill products are more expensive than the low-skill products. 
For the very low—skill products, as they are no longer demanded, their prices 
are equal to zero. A typical price curve is shown in Figure 1.2. On the 
other hand, as high-skill products are more difficult to produce, hence the 
efficiency of production of these goods are lower. For the goods which are 
too advanced, they are technologically out of reach, hence the efficiency of 
production of these goods are equal to zero. A typical efficiency of 
production curve is shown in Figure 1.3. 
Under prefect competition, if some workers are employed in industry z, 
then the value of marginal product of labour (P^E^f' [LJ) and wage rate (W) 
should be equalized. Clearly a higher wage rate will induce each industry to 
employ fever workers. This is illustrated in Figure 1.4. However, if no 
matter how many workers are employed in an industry, the value of marginal 
product is less than the wage rate, then no workers should be employed in that 
industry. Hence, from the above assumptions, clearly no workers will be 
employed in industries which are too primitive (P =0) or too advanced (E =0). 
^ L 
Plotting the amount of labour employed in each industry generates a labour 
allocation curve. As illustrated in Figure 1.5, the labour allocation curve 
is related to the wage rate. More specifically, a higher wage rate 
corresponds to a lower labour allocation curve. As the area under a labour 
allocation curve is the total amount of labour available in an economy, the 
呵 e rate of the economy and the labour allocation curve are jointly 
12 
determined. Anyhow, goods that are too primitive or too advanced are not 
produced. 
The effect of the open door policy 
The introduction of the open door policy can be characterised by the 
follo^^ing in our model. " 
1. The efficiency adjusted wage rate is lower in China. 
2. The skill level of the Chinese workers are lower so that they are 
only able to produce the low-skill products. 
The first characteristic induces the industries to shift the production 
processes to China. The second characteristic implies that only the low— 
skill industries will shift. These clearly imply that the wage rate in Hong 
Kong will be lowered, and the "truncated ” labour allocation curve will be 
shifted up as illustrated in Figure 1.6, Some higher-skill industries will 
be established as the wage rate is lower than before. In other words, a 




Figure 1.1 A typical marginal product of labour curve 
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Figure 1.6 Labour allocation curves (¥。>¥,) 
2.2.5 Employment structure 
A contracting manufacturing sector and an expanding tertiary sector in 
terms of production would bring similar change to the employment structure of 
Hong Kong. As the demand for the services provided by the tertiary sector 
increased, the labour demand in this sector also increased. Moreover, we has 
expected that part of low-tech production in manufacturing sector would be 
moved to China under the open door policy. Supposing this decrease in the 
production of low-tech products was larger than the increase in high-tech 
production which has been mentioned above, the demand for labour in 
manufacturing sector would decrease. Therefore, the labour in our economy was 
expected to move towards the tertiary sector from the manufacturing sector. 
Of course, the feasibility of this moving depended on the ability and 
adaptability of the labour. Here' we simply assume that there was almost no 
problem existed in this labour moving. In other words, the labour employed 
16 
in the tertiary sector would be raised and that in the manufacturing sector 
would decline. 
On the whole, under the China's open door policy, the economic structure 
of Hong Kong was expected to change from focusing on the manufacturing sector 
to the tertiary sector in terms of production and employment. These -
expectations will be examined in Chapter III with related data, including the 
data of GDP, investment, trade, production and employment, 
17 
CHAPTER III EVALUATION OF THE EFFECT OF CHINA'S OPEN DOOR POLICY ON THE HONG 
KONG ECONOMY 
In this chapter, the actual effect of the China's open door policy on 
the Hong Kong economy will be examined. The chapter is divided into two 
sections. In the first section, we will describe the general economic 
performance of Hong Kong. The discussions in the remaining one will be 
� 
divided into five parts focus on the areas of investment, trade, structural 
changes in the whole economy, in the manufacturing sector and in the tertiary 
sector in terms of value added and employment. As we have discussed the 
conjectural effects of the China's open door policy on these areas in Chapter 
n , a comparison with the actual findings will be carried out. 
3.1 A Brief Survey of The Economy of Hong Kong 
3 丄 1 GDP and per capita GDP 
The real growth rates of GDP and per capita GDP of the past twenty years 
are shown in Table 3-1. During the past period, 1969 to 1978, the average 
growth rates of real GDP and per capita GDP were 9.26% and 7.05%, 
respectively. After 1978, the average real growth rates of GDP and per c a p U a 
GDP were 8.31% and 6.19%, both were lower than those of the past period, but 
just to a slight degree. Figure 3.1 shows the trend of the GDP growth rate 
of the period from 1969 to 1988. 
It is believed that GDP growth rate is a reliable index to reflect the 
rate of growth and development of an economy. A low growth rate tells us that 
the economic growth and development process is slow while a higher one implies 
the opposite. However, the GDP growth rate of Hong Kong has certainly stayed 
at a high level during the past twenty years, compared with those of some 
18 
TABLE 3-1 
ANNUAL REAL GROmi RATE OF GDP, PER CAPITA GDP, POPUIATIOf 
AND LABOUR FORCE, 1969-1988, AT 80 PRICE 
YEAR GDP PER C A P m GDP POPULATIOJ lABOUR TORCE 
1969 11.80 10.03 1.60 
1970 9.40 6.77 2.50 
1971 7.30 5.00 2.20 
1972 11.00 8.90 1.70 
1973 12,70 9.56 2.40 
1974 2.20 -0.98 2.50 . 
1975 0.20 -1,68 1.80 
1976 17.10 15.63 1.10 - 3 50 
1977 12.50 10.89 1.60 1 69 
1978 9.50 7.53 2 . 00 4 . 88 
‘ 1979 11.70 5.70 5.60 “ 5 04 
1980 10,90 8.00 2.70 8.50 
、‘ 1981 9.40 6.90 2.40 7 15 
1982 3.00 1.40 1.60 0.36 
1983 6.50 4.90 • 1.50 1.68 
1984 9,50 8.40 1.00 2.60 
1985 -0.10 -1.20 1.10 0.81 ‘ 
1986 11.90 10.30 1.40 2.85 
1987 13.90 12.30 1.50 1.26 
‘ 1988 7.20 5.90 1,20 
69-78 9.26 7.05 1,94 0.96 (76-78) 
- 79-88 8.31 6.19 1.99 3,42 (79-87) 
SCUROS: 1) ESrriMATES OF GPDSS DCMESTIC PRCDUCT, 1966-1988, CScS'dEFT 
2) HCNG KDNG ANNUAL DIGEST OF STATIOTCS 1989, CSS DEFT. 
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similar developing countries in Asia in the period concerned (Table 3-2). 
3.1.2 GDP Components: Consumption, Investment, Government 
expenditure, Exports and Imports 
Besides the GDP, there are other important data to reflect the 
performance of the economy. This part will describe the real annual gro.wth 
rates of the GDP components and their ratio in terms of GDP during the past 
twenty years. 
3.1.2.a Annual Growth rate 
During the past period, the average real growth rates in investment, re-
exports and imports of services were over 10% (Table 3-3) . While those of the 
domestic exports and consumption were 8,56% and 9.59% respectively, which were 
closed to the average growth rate of GDP. 
Considering the present period, except for the items of exports and 
imports, all average real growth rates of GDP, per capita GDP, consumption,-
government expenditure and investment were lower than those of the past 
period. The decreases in the real growth rates of consumption, from 9.59% to 
8.11%, and government expenditure, from 7.72% to 6.89% , are not difficult 
to understand. They matched with the decrease in that of GDP. As the growth 
rate of real income level comes down, private expenditure naturally decreases 
if we assume that consumption is an increasing function of real income. In 
general, government expenditure depends on government policy, which will be 
adjusted to reflect the current economic performance. As the past GDP came 
down, the expectation on the future GDP also changed, that in turn affected 
the government expenditure. 































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































investment(in average), from 10.91% to 6.27% was relatively larger than those 
of the above two sectors. The explanation on this finding will be given in 
the coming part. 
Contrasting with those decreasing components, the average real growth 
rates in the traded sector, including exports of goods and services, re-
exports and imports of goods and services were higher a lot than those of the -
period before. This fact can mainly be explained with the China's 1978 open 
door policy. The potential Chinese market accelerated the trade activities 
of Hong Kong, especially the re-exports. The real growth rate of re-exports 
increased from 11.84% (in average) in past period to 25.74% (in average) in 
present period. Re-exports became the largest part in the traded sector in 
terms of the real growth rate during the present period. 
The trends of the real growth rate of these GDP component during the 
past twenty years are shown in Figure 3.2 to Figure 3.10. 
3.1.2.1} The ratio in terms of GDP 
After describing the real growth rates of these GDP components, we turn 
to analyze their ratio in terms of GDP. During the past period, the、 
percentage shares of consumption, investment, re-exports and imports o f ^ 
services vere increasing (Figure 3.11), .while those of the remaining items 
were decreasing (Figure 3.12) . In the present period, the opposite trends are 
Observed in the components of investment (fro. ascending in the past to 
descending in the present period), domestic exports of goods (fro. descending 
to ascending), and imports of goods (from descending to ascending). The 
Changes in the trends of these ite.s .ay also be explained by the adoption 
of the China's open door policy, similar to that in the pervious discussion 




































































































































































































































































//V  I  肪 \
\  1M
 
八  I似 









 丨  r
 
u  r  11  1  e u —  g  Y 





















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































To compare the average figures of the two periods (Table 3-4) , there were 
a little increases in the shares of consumption, fro. 59.5% to 62% 
investment, fro. 27.4. to 1 4 % , an. domestic exports of goods, from 43.S. to 
51.6%. And a large increases were found in re-exports, imports of goods and 
i m p o K s Of services, fro. 1 4 . to 34.6%, 69.7% to 90.3% and 3.2% to 13% 
旧Pectively. On the other hand, there were a s.all drops, in the percenta.l 
shares of government expenditure, from 7% to 6 ... — 
义嗜[0 b./嗜,and exports of services 
from 19.6% to 17.8%. -、 ’ 
in Short, the obvious fin.in, .n the above two parts is that the traded 
s - o r .as growing faster than other 職-traded sectors, especially the 
present period. Contrary to the structural C a n . e ea.lv m o . o u . 
economy has 卿 e another change s i 赃 the early I970,s. The relative 
1 师 o n a 膽 0 . service sector has Increase. . . H e t.at o .随 u f a c U r i n g sector 
has decreased. 
3.1.3 Employment • 
Tal^le 3-5 sho.s that the unemployment rate .as decreasing from in 
1975 to 2.S. in 1973. These 均 職 s 卿 l y t.at a c 咖 卿 y 卿 , h i 抽 OBP 
rate, • d e 隨 d for labour . 咖 e c o職 y . 3 also . . . a lot and 
then reduced the unemployment to quite a low level. 
compared with the ave.a.e unemployment rate of 洲 to 1.73 (5.3.) the 
厂 ： 。 - - t h e 一 3 . . . There .as also a d e s c — 
trend during the later stage of this period (Figure 3 13) xt h . 
丄yure J.iJ) . It shoved that a 
g r 随 t level .as acMeve. at present. The extremely 
舰 : o y 嶋 t rate . u . n . the p . e s e . p e . o . a . o r e j e c t e d that there 崎 












































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































、- TABLE 3-5 
UNEMPLOYMENT AND LABOUR FORCES PARTICIPATION RATE, 1975-1988 
YEAR UNEMPLOYMENT LABOUR FORCE 
^ATE PARTICIPATION RATK 
1975 9.0 65.9 “ 
1576 5,1 63.3 ‘ 
1977 4.2 62.2 
1978 2,8 62,5 
75-78 5.3 -63.5 
1979 2.9 62.0 
1980 3.8 63.3 
1981 3.9 66.3 
1982 3.6 64.7 
1983 4.5 64.5 . 
1984 3.9 65.5 
1585 3.2 64.3 
1986 2.8 65.1 
1987 1.7 64.8 
1988 1.4 5 
75-38 3.2 64.6 
SOURCES: 1) HONG KONG ANNUAL DIGEST OF STATISTICS 1989, CSS DEPT.,KK. 
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the present period, the average population growth rate was 2%. It was 
relatively too low to support the large growth in GDP, the average growth rate 
of which was 8.39%. In other words, the growth of population could not afford 
the large demand for labour which came from the high growth of real GDP. 
Growth in real GDP implies more products or services provided in the economy. 
This in turn needs more labour input or higher labour productivity, or both 
of them. A low population growth rate may affect the supply of labour. This 
labour shortage finally affects the growth of GDP. Therefore, it may be an 
acceptable explanation to the trend of GDP growth rate. The average of which 
was lower during the present period (1979-1988) than that during the past 
period (1969-1978). 
3.2 The Effects on The Hong Kong Economy 
3.2.1 Investment 
The first expected effect discussed in Chapter 11 concerns the trend of 
investment in Hong Kong. Under the open door policy, we expect that the 
growth of investment may be slowed down to some extent, especially that of the 
manufacturing sector. In this part, we will study the actual situation in 
this area. 
3 . 2.1a Overall Investment 
Referring to Table 3—3, the average real growth rates of investment in 
the past and the present periods were 11.22% and 6.57% respectively. These 
figures shoved a decrease in the growth of investment in the present period 
compared with the past period. This finding seems matching the expectation 
concerning a descending trend in the growth of the overall investment as 
facing the open door policy. In tact, Table 3-6 shows that Hong Kong was the 
largest source of foreign investment in China during the period of 1979 to 
















































































































































































































































































































































































































































































































































































































































































































factor affecting the investment of Hong Kong. 
However, we should be very careful in interpreting these observations. 
Firstly, we note that the Sino—British negotiation on the future of Hong Kong 
began in 1982. Since the beginning of the negotiation, Hong Kong began to 
face the confidence problem. This confidence problem severely affected the 
aptitude of investment in Hong Kong. In fact, we note that during the period 
of 1982 to 1985, the real growth rate of investment stayed at a quite low 
level (refer to Figure 3.2). Except for these four years, the average real 
grovth rate of this period (1979-1988) was 11.83%, which was similar to that 
of the past period (10.91%) . Therefore, the coming down of the overall 
investment growth rate during the present period may mostly be a reflection 
of the confidence problem rather than an effect of the open door policy. 
Secondly, while the open door policy is expected to have an adverse 
effect on the investment in H'ong Kong, the accompanying economic reforms 
implemented by China has the opposite effect on Hong Kong'-s 'investment. 
Before the opening up of China, the number and the scope of businesses of 
Chinese enterprises were stable and concentrated mainly on serving the China's 
foreign trade. After 1978, under a more liberal outward-oriented p o l i c y / 
the number of enterprises with China interest has increased phenomenally. 
This means that the investment in Hong Kong from China also increased. 
Although there was no comprehensive official statistics on the Chinese 
investment in Hong Kong, some estimates and official figures were available 
for general reference. According to an incomplete statistics of a survey 
(Kwong, 1988). the number of Chinese-capital companies in Hong Kong had 
exceeded 500 and the subsidiaries were numerous until 1988. Between 1979-
86, at least 200 China-backed enterprises were nevly established in Hong Kong. 
In addition to the business of China trade, these Chinese-capital enterprises 
had expanded investments in transport, storage, industries, finance, 
construction and tourism. 
In short, while there is an decrease in the growth rate of investment 
in Hong Kong after the open door policy, we are not completely sure that this 
decrease is induced by the open door policy. As there are the confidence 
problem in Hong Kong and the economic reform policy in China, among other 
factors. 
3 .2.1.1) Investment in the manufacturing sector 
After describing the trend of the overall investment, we go on to 
discuss the investment structure of the manufacturing sector. Due to the lack 
of data concerning the period before 1978, our analysis will focus on the 
present period. Table 3-7(A & B) show the gross addition to fixed assets in 
manufacturing sector by broad industry group. 
In Figure 3.14, we observe that during the early stage of the present 
_ -
period, the investment of the manufacturing sector was coming down in terms 
of its percentage share in the total gross domestic capital -formation,' This 
finding seems matching our first conjectural effect about the decrease in the" 
investment growth in the marmfacturing sector. After 1982, the growth rate 
started to increase. Similarly, the industrial investment from China may be 
a good explanation of this finding. Table 3-8 shows that China has become 
one of the main sources of the overseas investment in Hong Kong manufacturing 
industries in recent years. This new source of foreign investment may 
compensate the outflow of Hong Kong investment in the China markets after 
the open door policy. 























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































industry groups in the manufacturing sector. An ascending trend is obviously 
found in the group of electrical and electronic consumer products, while the 
percentage share of the group, wearing apparel, except knitwear and footwear, 
was decreasing during the same period. This change in the investment 
structure seems matching our previous expectation. We have expected tl^at part 
of the investment in low-tech or low-skill industries, such as the industry 
in the group of wearing apparel, would move to China, while some high-tech 
industries such as those in the group of electrical and electronic products, 
would be able to enter the market if the wage level was lower under the open 
door policy. That meant the percentage share of investment in high—tech 
industries would increase at last. Therefore, the findings from Figure 3.15 
give a support to this expectation. 
We will employ these findings later when doing the analysis on the 
manufacturing sector. 
3.2.2 Trade 
Increase in trading activities is one of the conjectural effects on the 
Hong Kong economy of the open door policy. The findings described in the 
first section completely match this expectation. Table 3-3 shows that the 
average real growth rates of the domestic exports, re-exports and imports of 
goods increased from 8.56%, 11.84% k 9.6% in the past period, to 10.64%, 
25.74% & 14.38% in the present period, respectively. Among these items, the 
re-exports was the largest one in term吕 of its increasing level. Also, Table 
3-4 shows a 20% increase in the re-exports, from 14% on average in the past 
period to 34.6% in the present period, in terms of the ratio of total GDP. 
We also note that the real growth rates of these items in 1982 and 1985 
reached a quite low level. The worldwide recession in this year was 
50 
considered as a main factor affecting the trade performance of these year. 
3.2.3 Economic Structural Change 
In this section, the study will be focused on the economic structural 
change of Hong Kong in terms of production and employment. 
3.2.3.a In terms of production 
We first group the economic activities into three sectors: primary, 
secondary and tertiary sectors, During the past period, there was no change 
in their rank in terms of the production value ,(Table 3-9). The largest was 
the tertiary sector, followed by the secondary sector. The primary sector was 
quite insignificant in terms of its contribution to GDP. On the other "hand. 
Figure 3.16 shows that the percentage shares of the primary and secondary 
sector were decreasing (from 2.11% to 1.32% and 37.12% to 34.89%, 
respectively) and the opposite trend was found in the tertiary sector (from 
60.19% to 63.5%) during the past period. 
After 1978, similar trend was shown in Table 3-10 and Figure 3.17. 
. ‘ 
Obviously, the distance between the secondary and the tertiary sector became 
greater, in terms of their percentage shares in GDP. , 
The above three-sector analysis is too simple to have a complete outlook 
« 
of the economic structure. ¥e will go on to analyze in detail the structural 
change by classifying the economic activities into different industry groups 
according to the International Standard of Industrial Classification (ISIC) 
(see App 1). 
Table 3-llc shows the order and percentage shares of the six largest 























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































last period, there was no significant change in their order except for the 
positions between the division 9 and 8. By considering the percentage shares, 
there were descending trends in the division of manufacturing and that of 
community, social and personal services,* and ascending trends in those of 
financing, insurance, real estate and business services and construction 
(Figure 3.18). 
In the present period (Table 3-12C), the order of the first four 
divisions had reshuffled and that of the last two columns remained unchanged. 
Division 6, wholesale, retail, trades, restaurants and hotels, became more 
important than before in terms of its percentage share: from the third in 1979 
to the first in 1987. It means that the original first position of division 
3, manufacturing, had faced the challenge from Division 6. The fourth column 
in Table 3-llC is Division 9, commimitY, social and personal services, It 
usually stayed in the fourth position. Finally, the rank of Division 8, 
financing , insurance, real estate and business services, went up in the 
beginning of this period, then came down later to the third position in 1987. 
Even in terms of percentage share, similar trends of these divisions 
were found: descending in the Division 3, 8 and 5, and ascending in \ h e 
Division 6, 9 and 7, ‘ 
3.2.3.b In terms of employment 
On the side of employment (Table 3-13), the rank of the three sectors, 
primary, secondary and tertiary sectors in the past period also showed no 
change. But they were not the same as that in terms of production. The first 
one was the secondary sector, then the tertiary sector. The primary sector 





















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































During the past period, the secondary sector employed averagely more 
than 50% of the total employinent, but produced on average less than 35% of the 
total GDP, while the tertiary sector employed more than 40% of the total 
labour and had a 63.3% contribution to the GDP on average. 
* 
Turning to the present period, some differences were found in the 
employment structure. From 1982, the first position of the secondary sector 
had been replaced by the tertiary sector and the percentage share of the 
former continued to drop while that of the latter kept increasing (Figure 
3.20). This finding matches that in terms of production. That is, as from 
1982, the role of tertiary sector became more significant than before in 
terms of its employment opportunities offered and its contributioTi to the GDP. 
Table 3-14C and Figure 3.21 show the six largest divisions in terms of 
their percentage shares of total employment. There was no change in the rank 
of the first four divisions during the period of 1976 to 1987. Before 1979, 
only a little decrease in percentage was observed iir Division 3, 
marmfacturing, and a little increase in the Divisions 9, 8, 7 and 5. After 
1978, the percentage share of Division 3 continued to drop from 50.5% in 1979 
to 37.84% in 1988. So did that of division 5, from 4.98% in 1979 to 3.95% in 
1988,* while the percentage shares of the remaining divisions were increasing 
during the present period• 
To sum up, we observe that there existed ascending trends in the 
percentage shares of division 6, 9 and 1, both in terms of production and 
employment. All these divisions belong to the tertiary sector. An exception 
was found in Division 8, financing, insurance, real estates and business 
services. Its percentage in terms of employment was increasing but that in 
























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































of the two divisions in the secondary sector, manufacturing and construction, 
vere decreasing both in terms of production and employment. 
On the whole, the above observations match our pervious expectations 
concerning the structural change of Hong Kong. In Chapter I, ve expect that 
a fast-expanding tertiary sector and a contracting secondary sector would be 
foreseen under the open door policy. The findings in this section seem 
matching this expectation, both in terms of value added (Table 3-9B and Table 
3-lOB), and of employment (Table 3-13B). Especially in the employment, a 
58.19% vmrking opportunity was offered by the tertiary sector in 1988. In 
1976, this sector just provided 42.21% of total employment for the labours, 
vhile 57.76% was offered by the secondary sector. Of course, this change may 
not be only caused by the open door policy. In fact, before 1978, the trace 
of expansion in the tertiary sector was also found in the tables mentioned 
above. Nevertheless, the open door policy may accelerate this changing 
process. 
3.2.4 The Manufacturing Sector 
There are five segments in this section. The first deals with the value 
added of the broad industry groups in the manufacturing sector. The second、 
discusses the structure of domestic exports. Since there was no value added 
data collected from the production approach before 1978, for the aim of our 
structural study of the manufacturing sector during the past period, we use 
the data of domestic exports to have an indirect look at the Hong Kong 
manufacturing sector. As a small economy, a large part of the manufacturing 
products in Hong Kong is exchanged for foreign goods and only a small 
percentage is used to satisfy domestic consumers. So, it is reasonable to 
regard the domestic exports as a measuring tool for analyzing the structure 
of manufactured production. In the third segment, the employment structure 
. 7 2 
of the broad industry groups be analyzed. The fourth segment will discuss the 
productivity of the sector using the ratio of value added and persons engaged. 
Finally, summary of this chapter will be given. 
3.2.4.a Value Added in the Manufacturing Sector 
In Table 3-15C, there are six largest broad industry groups (App 3) in 
terms of their value added in the manufacturing sector during the present 
period. There was no change in the order of the first, fifth and sixth 
columns, while the second to the fourth columns had changed their positions 
with one another. The percentage share of the fourth broad industry group, 
electrical and electronic consTimer products, was increasing and closed to 
those of the second and third broad industry groups (Figure 3.22) . For more 
information, we go on to study the first five of them in detail. 
i) Manufacture of wearing apparel, except knitting and footwear 
(Broad Industry group 320-322) 
This was the first largest broad industry group in terms of its 
production share in the manufacturing sector during the present period. Table 
3-15B shows that its production also maintained a stable share in the s e c t o r . � 
Table 3-16(A & B) show the value added and percentage shares of the 
industries in this group. The largest industry was 3201, manufacture of outer 
garment except leather and fur clothing and infants' wears, in terms of its 
value added. There was a little increases in its percentage share, from 
77.36% in 1979 to 77,76% in 1987. The industry 3209, manufacture of leather 
and fur clothing, infants' wears and garments nec, was obviously expanding in 
terms of its value added (from 5.92% in 1979 to 10.53% in 1987), while the 



















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































ii) Basic metal, fabricated metal products, machinerY and equipment 
(Industry group 371-372, 380-381, 382, 385, and 389) 
This second largest broad industry group includes five industry groups 
(App 4). Figure 3.23 shows the percentage shares of these five industry 
groups during the present period with respect to the broad industry group they 
belong. We will study each of them as follows, 
ii(a) Basic metal industries (Group 371-372) 
In Table 3-17 (A-B), the value added and percentage shares of the 
industries in this industry group are presented. Except for the industry 
3722, non-ferrous metal basic industry 一 a l u i r d n i u m , percentage share of which 
decreased from 43.47% in 1979 to 17.44% in 1987, the other three industries 
were expanding in terms of their value added in this group. 
Table 3-17C shows that the percentage share of this industry group was 
decreasing from 5.63% in 1979 to 3.46% in 1987, in terms of this broad 
industrY group. In this table, the percentage shares of the industries of 
this industry group in terms of their value added in the broad industry^ 
concerned are presented. 
ii (b) Manufacturing of fabricated metal products, except machinery 
and equipment (Group 380-381) 
Table 3-18(A k B) show the value added and percentage shares of the 
individual industries in this industry group. Within these fourteen 
industries, six of them were shrinking in terms of their percentage shares. 
They were 3801, manufacture of metal toys, 3804, manufacture of vacuum flasks, 






























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































pressure and kerosene stoves and lanterns and accessories, 3816, manufacture 
of torches and parts except torch bulbs, and 3817, manufacture of metal wrist 
watch bands. The other eight industries were expanding during the present 
period. 
Table 3-18C shows that the percentage share of this industry group was 
decreasing from 43.52% in 1979 to 41.04% in 1987, in terms of the broad 
industry group. 
ii(c) Manufacture of machinery, except electrical (Group 382) 
Similar to the above tables, the value added and percentage shares of 
this group are shown in Table 3-19(A-B). Three of the six industries were 
expanding. They were 3821, manufacture of engines and turbines, 3825, 
manufacture of office machinerY and equipment, except computing and accounting 
machinery, and 3829, manufacture of machinery and equipment except electrical 
nee. Two of them, 3822, manufacture of agricultural and equipment, and 3824, 
manufacture of special industrial machinery and equipment except metal and 
wood working machinery, had no significant change in terms of their percentage 
shares. The industry 3823, metal and wood working machinery, expanded in the 
early stage but declined later in terms of its percentage share. 
Contrasting with the previous two groups, Table 3-19C show that the 
percentage share of this group was increasing from 10.35% in 1979 to 19.1% in 
1987. 
in terms of the broad industry group. 
ii((l) Manufacture of professional and scientific, measuring and 
controlling equipment, nec. and of photographic and optical 
goods (Group 385) 



























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































industries in this group. Two industries, 3852, manufacture of photographic 
and optical goods, and 3853, manufacture of watches and clocks-mechanical, 
were shrinking in terms of their percentage shares in this group; while the 
other two, 3851 and 3854 were expanding during the present period. 
Table 3-20C shows similar trends in these industries existed in terms 
of the broad industry group concerned. 
ii(e) Manufacture of transport equipment (Group 389) 
The last industry group is analyzed with Table 3-21(A & B)• Except for 
the industry 3893, manufacture of motor vehicle, all industries were 
shrinking. Similar trends are observed in Table 3-21C. • 
iii) Manufacture of textiles (including knitting) 
Broad industry group 325-329 
The value added and percentage shares of the industries in the third 
largest broad industry group, manufacture of textiles (inclii4iiig knitting), 
are shown in Table 3-22 (A & B) . Significant changes were found in four 
industries of this broad group. The positions of two of them, 3250, spinning 
一 cotton, and 3260, weaving 一 cotton were decreasing in terms of their 
percentage shares in this group; while the other two industries, 3275, knit 
outerwear mills, and 3280, bleaching and dyeing, were expanding during the 
present period. 
iv) Electrical and electronic consumer products 
Broad industry group 383 and 384 
In Figure 3.22, we observe no significant change in this group in terms 
of its value added in the manufacturing sector. Table 3-23 (A & B) show the 






































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































manufacture of transistorized radios, all the other six industries in industry 
group 383 were expanding in terms of their percentage shares. But in industry 
group 384, only 3844, manufacture of electronic parts and components, was 
expanding in terms of its value added. 
, f 
V) Manufacture of plastic products 
Broad industry group 356 -
This is the last broad industry group we study in this part. Figure 3.22 
shows the trend of its percentage share seems stable during the present 
period. In Table 3-24 (A & B) , we observe that the industry 3569, manufacture 
of plastic products nec., was expanding in terms of its value added of this 
broad group. However, the trends of the other industries in this group were 
ambiguous. 
Here we will sum up the observations of this part. Since there are a 
lot of industries in the manufacturing ,sector, it is convenience to 
concentrate our study in the level of broad industry group, although there 
also existed some changes in the internal structure of each broad industry 
group. On the whole, we observe that the percentage shares of two broad 
industry groups, electrical and electronic consumer products, and t e x t i l e s / 
increase from 13,95% and 15.35% in 1979, to 15.27% and 16.6% in 1987, 
respectively (Table 3-15C and Figure 3.22). The former was believed to be a 
M g h technology (hi-tech) industry while the latter was viewed as a low-
technology (low-tech) one. Therefore, it is difficult to have a definite 
conclusion whether there existed an up-grading process in manufacturing sector 
from the above study of value added in the present period. 
3-2.4.b Pattern change in the Domestic Exports 




































































































































































































































































































































































































































































































































































































































































































Since there is no value added data of the manufacturing sector before 1978, 
here we will employ the data of domestic exports during the past twenty years 
to discuss indirectly the structural change of our manufacturing sector. 
The classification of traded items, exports and imports, are subject to 
. f 
the Standard of International Trade Classification (SITC) (see App 5) . It is . 
different from that of the manufacturing productioiK The latter is classified 
by the International Standard of Industry Classification (ISIC). This 
difference brings us difficulty in comparing the data used in this part with 
that of Part 1. Nevertheless, the available data of domestic exports are more 
than those of the value added. We can trace the trend of domestic exports 
during the past twenty years, both in the past and the present periods. 
This part are divided into four areas to discuss the pattern change in 
the domestic exports during the past twenty years. 
i) Overall change 
Table 3-25C shows the percentage shares of the six largest sections 
(SITC) of domestic exports from 1969 to 1988. The position of the first, 
Section 8, miscellaneous manufactured articles, and the last, Section 5, 
chemicals and related products nes, had no change in the past period (Figure 
3.24). The position of the second, Section 6, manufactured goods classified 
chiefly by material was replaced by Section 1, machinery and transport 
equipment, and came down to the third position from 1975. The fourth, Section 
0, food and live animals chiefly for food, and the fifth, Section 2, crude 
materials inedible except fuels, remained staying at the same position except 
for the year 1970 and 1974. Therefore, they might be viewed as having no 
change during the past period in terms of their rank in domestic exports, 








































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































For the current period, there was no change in the rank of the three 
largest sections. The first was Section 8, then Section 6, and the last was 
Section 1, while the other three had changed their positions. 
Here, we first simply classify the export products into two main , 
categories: high-technology and low-technology products, according to the 
characteristics of the products. In fact, in our economy, there are hundred 
thousands of products which are produced by different and complex production 
processes. In each production process, labour, capital and technology are 
used in different weights. However, it is impossible and unrealistic to 
strictly identify the weight combinations of different products. In the 
following discussion, therefore, they are simply classified by the technology 
involved. If most part of the product involve electrical or electronic 
components as its intermediate factors, we call it a high-tech product. 
Otherwise, it is a low-tech one. Some examples are given in Appendix 6. In 
Appendix 1, the items of the first three sections are listed. We may have 
an impression on the characters of the products in these sections. 
、 
By observation, the latest three sections in Table 3-25C occupied only 
a small part of the total domestic exports (around 5%). Therefore, we will 
study the first three sections in details as follows. 
ii) Change in Section 8 - miscellaneous manufactured articles 
Referring to this largest section, it consists of some low-tech 
products, such as Division 84, articles of apparel and clothing accessories, 
and Division 85, footwear, and some items traditionally considered as high-
tech products, such as Division 87, professional scientific and controlling 
instruments, and 88, photographic apparatus equipment and supplies and optical 
113 ^ 
goods nes watches and clocks. If we consider only the position of Section 
8 while ignoring its product combination, it does not make sense of discussing 
whether there existed up-grading trend inside the Section. 
The percentage shares of the six largest divisions in terms of tl)eir 
percentage shares in Section 8 are shown in Table 3-26C and Figure 3 . 2 5 . -
According to the order, the last four divisions had changed their positions 
one another and no change in the rank of the first two divisions during the 
past twenty years. This shows that there might be some changes in the 
structure of domestic exports in this Section. It in turn reflected similar 
changes in that of the manufacturing production. 
In terms of the percentage shares, during the past period, there were 
ascending trends in three divisions. They were Division 84, from 53.37% to 
56.48%, Division 88 (old SITC 86), from 2.56% to 11.78%, and Division 83, 
travel goods handbags and similar containers, from 2% to 3.28%. On the other 
hand, descending ones were found in Division 89, miscellaneous manufactured 
articles nec. (App 8), from 34.79% to 23.85%, Division 85, from 4.12% to 
1.54%, and Division 81, sanitary plumbing heating and lighting fixtures and 
fittings nes., from 2.19% to 1.71%. 
If the products in Division 88 ar.e considered as high-tech products, 
while those of the other divisions are viewed as low-tech ones, the above 
trends of the past period implied that some up-grading processes existed in 
this Section, in terms of the percentage change between Division 88 and the 
other divisions. 
During the present period, the positions of these six largest divisions 
































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































were maintained among them. In other words, there was no significant change 
in Division 87 and 88, the products of which are considered as high-tech, and 
the other divisions, in terms of the percentage shares. Therefore, as the 
percentage share of Section 8, in terms of total domestic exports, was 
decreasing during the present period, we found no evidence to support the 
.* 
existence of upgrading process in this Section. 
iii) Change in Section 6 一 manufactured goods classified chiefly by 
material 
In Table 3-27C, we observe that in the past period, no change was found 
in the positions of the first three divisions in this Section. 
Just a little change was found in their percentage shares. Here we only 
focus on these three divisions since they occupied most part of this Section 
in terms of their percentage shares (Figure 3.26). The percentage share of 
the first one, 65, textile yarn fabrics made up articles nes and related 
products, declined from 69.34% to 61.9%. The other two were Division 69, 
manufacture of metal nec, and Division 66, non—metallic mineral. Their 
percentage shares were increasing from 17.96% and 5.63%, to 24.26% and 6.75%, 
respectively. “ 
Referring to Figure 3.24, the percentage share of Section 6 was 
decreasing in terms of the total domestic exports during the past period. 
This means that the percentage of Division 65 declined with a more serious 
degree than that shown in Table 3-27C. Also, Divisions 69 and 66 may keep 
unchanged in terms of total domestic exports. However, Table 3-27(A to C) 
reflected that the percentage shares of the products in Section 6 were 




























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































In the present period, the percentage share of Section 6, in terms of 
total domestic exports, was quite stable (around 10%). This trend was 
different from that of the past period in which a descending trend was found. 
Supposing the products in this Section are low-tech products, the stable 
trend in it implied that there was not enough finding to conclude if there was 
. f 
an up-grading process during the present period. In other words, the position . 
of this Section had not been replaced by other Sections in the period 
concerned. Even if we study it in detail, Table 3-27 (A-C) also shows no 
traces of an up-grading process. 
iv) Change in Section 7 - Machinery and Transport equipment 
Finally, the trend in Section 7, the products of which are classified 
as a high-tech one, is observed in Table 3-28(B-C). In Table 3-28B, there was 
a stable rank among the three divisions during the past period. The first 
largest one was Division 72, electrical machinery apparatus and appliances. 
Its percentage share was decreasing from 90.18% in 1969 to 87.59% in 1976. 
The second largest one was Division 11, machinery other than electric, in 
which an ascending trend was observed, from 5.18% in 1969 to 11.33% in 1976. 
The last one was Division 73, transport equipment. Its percentage share was 
decreasing from 4.63% to 1.08%. On the other hand, since the percentage of 
this Section, in terms of the total domestic exports, was increasing from 
11.16% in 1969 to 15.73% in 1978 (Table 3-25C), some up-grading process was 
believed to happen during the past period. 
A new SITC system has been adopted after 1976. Our analysis of the 
trend in this Section during the present period will employ the new system. 
In Table 3-28C, the percentage shares of the first three divisions are shown. 
The trends in Division 76, telecommunications and sound recording and 
















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































apparatus and appliance nes, were decreasing from 43.63% and 34.74% in 1979, 
to 31.43% and 31.75% in 1988 respectively (Figure 3.27). That of the last 
one, Division 75, office machine and automatic data processing equipment, was 
increasing from 15.65% to 25.22%. 
f 
Table 3-25C shows that there was an expansion in the Section 7, from … 
16.66% in 1779 to 25.32% in 1988, in terms of its percentage share in the 
total domestic exports during the present period. The increase was larger 
than that in the past period. This fact implies that in the present period 
the up-grading process of this Section not only continued but also accelerated 
than that of the period before. Moreover, among the three largest Sections 
in Table 3-25C, Section 7, the products of which we have classified as high-
tech, was the only Section with trend similar to that of the past period in 
terms of its percentage share in domestic exports. 
Table 3-29B shows the percentage shares of the fifteen largest divisions 
in terms of the total domestic exports. The trends of these three Sections 
discussed above can also be observed in this table. 
The obvious finding in the study of domestic exports is that the 
importance of Section 7, machinery and transport equipment, was increasing, 
while the position of Section 8 was coming down during the present period. 
This implied more high-tech products were produced for export. In other 
words, the weight of domestic production was believed to be shifted to 
high-tech products. Finally, it might be indirectly shown that an up-grading 
process existed in the manufacturing sector in the present period. 
On the other hand, using the classification of ISIC, Table 3-30C and 

























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































groups in terms of domestic exports during the period of 1978 to 1988. The 
position of the third row, which represents the group of electrical and 
electronic consumer products, increased from the third in 1978 (17.03%), to 
the first (24.73%) in 1988. Also, an ascending trend was found in the fourth 
group, basic metals, f a b r i c a t e d metal products, machinery and equipment, from 
15.1% to 17.69%. These trends gave a support to the conclusion in the Xast 
paragraph. 
、 
3.2.4.C Employment Structure 
After the study of domestic exports, the employment structure in 
manufacturing sector will be discussed. Table 3-31C shows the six largest 
broad industry groups in terms of their percentage shares in employment. 
During the past period, descending trends were observed in the groups of 
textiles, plastic products, and other manufacturing industries, while the 
percentage shares of the other three groups were increasing (Figure 3.29). 
One of the latter was the group of electrical and electronic consumer 
products. If it is viewed as a hi-tech group, its ascending trend might imply 
that labour was moving from low to high technology industries in the 
manufacturing sector. This implication also matched our findings in last 
part. “ 
As far as the present period is'concerned, in Table 3-31C, no ascending 
trend was observed in the group of electrical and electronic consumer products 
in terms of its percentage share. Also, no significant change was found in 
the percentage shares of the six largest industry groups. Therefore, 
regarding to the employment structure in the present period, no trace of up-
grading was shown. In the next part, the productivity in the manufacturing 

































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































3.2.4.d Value Added-Persons Engaged Ratio 
Table 3-32A shows the value added-persons engaged ratios (the ratio) of 
each broad industry group in the manufacturing sector during the present 
period. We will employ Table 3-32(B-C) to discuss the growth rates of these 
ratios. Through the comparison of the growth rates among these industry 
groups, this part tries to find out if there was any ascending trend in the 
.f 
hi-tech industry groups. In other words, we would like to study if there were 
traces of up-grading in this productivity analysis. From Table 3-32C, we 
observe that the average growth rate of this so-called productivity in the 
group of textiles (13.32%) was higher than that of electrical and electronic 
consumer products (11.41%). This observation may imply that in the present 
period, the average growth level of the labour productivity in the relatively 
high-tech industries was lower than that of the low-tech ones. However, by 
observing the trends of the growth rates in Table 3—32C, a large fluctuation 
was found in the group of electrical and electronic consumer products. On the 
whole, there were ascending trends in all five industry groups in terms of 
their" growth rates. We found' it difficult to have a definite conclusion on 
them. “ 
3.2.4.e Summary and explanation 
By the observations in above four parts, except for the second part, we 
hardly find any obvious trace of up-grading in the manufacturing sector during 
the present period. In Part 2, from, the study of the pattern change in 
domestic exports, we observed that the position of Division 7 ( in SITC), the 
products of which are viewed as a high-technology ones, was increasing in 
terms of its percentage share in the total domestic exports. Before 1978, an 
ascending trend was also observed in Table 3-25B. Therefore, we find 
difficulty to have a conclusion on whether the up—grading process in the 









































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































observation here is not in agreement with the expectation which was mentioned 
in the second chapter concerning the up-grading effect on the manufacturing 
sector of the open door policy. 
One possible reason was that only the intermediate production process 
of the low-tech industries were moved to China to enjoy the preferential 
condition offered by China under the open door policy. Hong Kong labourer ' 
were still responsible to the final production process in these low-tech 
industries. Even some assembly lines were moved to China, the value added of 
these industries in the manufacturing sector were still comparable to that of 
the past period. Therefore, a stable ratio between the value added of the 
low-tech industries and high-tech ones was obtained and no obvious figures 
were found to support the existence of an ascending up-grading in the 
mamifacturing sector. 
Another explanation is that the wage level has not come down after 1979. 
The overall labour shortage in our economy during the percent period may 
maintain or raise the wage level in the manufacturing sector. The model we 
described in Chapter II will not be applied here. 
On the other hand, following the outward looking trade policy, China may 
also increase her imports from Hong Kong to satisfy the need of consumers and 
industrial production. Table 3-33B shows that, after 1978, there was a large 
increase in Hong Kong domestic exports of raw material to China. It was 
possible that this increase in the demand for low-tech products slowed down 
the up-grading process in the Hong Kong manufacturing sector. 
As we study the investment pattern inside the manufacturing sector 
. during the present period. Table 3-7B shows that the average percentage share 
TABLE 3-33A 
DOMESTIC EXPORTS OF RAW MATEMALS TO CHINA 
(HK$ m u m 
1978 1981 1984 1985 1986 
TEXTILE 35.3 497.8 1394.8 1335.4 2364.5 
DYEING 4.8 14.9 55.5 67.4 99.6 
PLASTIC 9.5 110.9 261.5 320.1 392.5 
LEATHER 3.4 38.0 162.9 177.0 117.4 
WATCHIS/aOCKS mvmms 0.7 227 . 1 365.4 767.6 935.4 , 
SILD FABRICS 戈 3.2 9.5 16.7 39.8 ‘ | 
.. - I 
I 




� 、 I 
‘ TOTAL 54.0 1094.1 3398.2 3823.5 5272.2 
NCfTE: ^ LESS THAN HK$0.05 ？ULLION | 




DOMESTIC EXTORTS OF RAW MATERIALS TO CHINA 
( M PERCBiTAGEy ‘ 
‘1978 1981 1984 1985 1986 
•TEXTILE 65.37 45.50 41.05 34；93 ‘ 44.85 
D 腿 G 8.89 1.36 ,1.63 1.76. 1.89 
PLASTIC 17.59 10.14 7.70 8.37 • 7.44 
、 
见 職 6.30 3,47 4.79 4.63 2.23 
WATCHES/CIJOCKS MOVEMENTS 1.30 20.76 10.75 20.08 17.74 
SILK ™ R I C S 0,00 0.29 0.28 0,44 0.75 
- > 
• 1 0 PARTS 0,56 18.48 33.80 29.80 25.09 
T O T ^ 100.00 ICO.00 100.00 100.00 100.00 
150 
(20.55%) of the broad industry group, electrical and electronic consumer 
products, was higher than those of other broad industry groups. This implied 
that more investment had been injected into the high-tech industries in terms 
of the percentage share of investment with respect to the manufacturing 
sector. Also, this might raise the value added of these industries in future. 
.f 
3.2.5 The Tertiary sector 
As mentioned in 3.1 of this chapter, we know that the role of the 
tertiary sector of Hong Kong became more important during both the past and 
the present periods, whether in terms of its percentage share in production 
or in employment. Referring to Table 3-llC, during the past period, Division 
8, financing, insurance, real estate and business services, was the largest 
expanding one in terms of its percentage share, from 14.94% in 1970 to 18.63% 
in 1978. An increase, in terms of percentage share, was also observed in 
Division 6, wholesale retail and trades, restaurants and hotels, from 19.64% 
to 20.82%, while the other two'divisions. Division 9 , community, social and 
personal services, and Division 1, transport, storage and communication, 
seemed to have a little decrease in terms of their percentage shares. 
Turning to the present period, Table 3-12C shows that the ascending 
trend continued in Division 6, from 20.38% in 1980 to 21.2% in 1987, but the 
percentage share of Division 8, in terms of its value added, was coming down 
from 22.81% in 1980 to 18.72% in 1987. At the same time, the other two 
divisions, Division 9 and 7, were expanding in terms of their percentage share 
in value added from 12.51% and 7.51% to 15.58% and 8.07% respectively. 
The above findings show that after 1978, except for Division 8, there 
were ascending trends in all divisions in the tertiary sector. These 
observations remind us that, during the present period, large increases were 
151 
found in the real annual growth rates of the domestic exports and re-exports 
in Hong Kong (Table 3-3) . The increase in trade activities stimulated the 
demand for the services provided by the tertiary sector. It is a reasonable 
explanation to the ascending trend in this sector. 
For employment, Table 3-14C shows the percentage shares of all divisions 
in the tertiary sector in terms of their persons engaged during the period of 
1976 to 1988. A larger increases were observed in Division 6, from 24.93% in 
1976 to 32.16% in 1988, and in Division 8, from 5.05% to 10.64%. 
Obviously, almost all divisions in the tertiary sector were expanding 
in terms of their percentage shares in GDP or employment. The only exception 
was Division 8. Its percentage share with respect to employment was 
increasing but that in terms of value added was decreasing. We will discuss 
this finding later. 
3.2.5.a Value added in Division 6 and 8 - . 
Table 3-34(A & B) and Table 3-35(A & B) show the value added and the 
percentage shares of the industry groups in Division 8 and Division 6 in the 
present period respectively. No significant change is found in Division 6,’ 
while there was an obvious change in Division 8. Within Division 8, the 
industry groups of financing services, insurance services, and business 
services were expanding in terms of their percentage share in this division. 
An descending trend was observed in the group of real estate development, 
leasing, brokerage and management services. 
This finding helps us to explain why there was descending trend in 
Division 8 in terms of its share in GDP in the present period. This shrinking 


























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































the present period. As its share came down a lot from 57.21% in 1980 to 
40.16% in 1987, the total output of this division was also pulled down 
supposing there was no great change in other group in this division. 
3.2.5.b Employment in Division 6 and 8 
Also, Table 3-36(A & B) and Table 3-37(A & B) show the employment in 
Division 8 and 6 during the present period. There were ascending trends in 
the groups of business services in Division 8, and that of imports/exports in 
Division 6, in terms of their percentage shares in total persons engaged. 
Besides, the percentage shares of other industry groups in these divisions, 
though increase slightly, seemed to be stable. 
The above findings reflects that, during the present period, the fast 
expansion in the traded sector, especially the re-exports, had provided a lot 
of working opportunities for Hong Kong. The change in this sector also 
implied an increasing openness of the Hong Kong economy, if we believe that 
the larger the traded sector, the more openness of the economy. 
After the above detail studies of the manufacturing and tertiary 
sectors, it is believed that the open door policy did affect the Hong Kong 
economy, especially its economic structure. In other words, the emphasis of 
Hong Kong economic activities had been continuallY shifted to the tertiary 
sector from the secondary sector during the past ten years. 
We have employed the econometric method to test the data of the past 
twenty years with respect to the investment, trade, individual sections in 
domestic exports and employment in the manufacturing sector. The tests aim 
at examining statistically if there is any structural change in each of these 




















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































CHAPTER IV SUMMARY AND CONCLUSION 
4.1 Summary 
In the previous chapter, we have discussed the effects of the China's 
open door policy on the investment, trade, structural change in the whole 
economy, in the manufacturing sector and in the tertiary sector of Hong Kong, 
with special emphasis on the manufacturing sector. We find that 
i) the growth rate of investment in Hong Kong after 1978 was lower 
than that of the period before (Table 3-3 and Figure 3.2), 
ii) the percentage share of manufacturing investment in total 
investment has been declining since 1978 (Table 3-7A and 3-7B), 
‘ J . 
but increases from 1982, 
iii) the average growth rates of domestic exports, re-exports and 
imports during the present period are larger than those of the 
past period, especially that of the re-exports (refer to Figure 
3.6, 3.7 and 3.9). 
iv) on the side of economic structure, the speeds of the expansion in 
the tertiary sector and of the contraction in the manufacturing 
sector were raised, both in terms of their percentage shares of 
value added and employment (refer to Table 3-9B, 3-lOB and 3-
13B), and 
V) no evidence of manufacturing-up induced by the open door policy. 
4.2 Limitation in our study 
4.2.1 The effect of other factors 
As mentioned previously, it is very difficult to separate out the effect 
of the China's open door policy on the economy of Hong Kong. The reason is 
simply that "other things are not the same". There are four factors which 
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play very important roles in shaping the changes in the economy of Hong Kong 
in the 1980s. 
i) The 1997 confidence problem in Hong Kong which affects the amount 
of investment and the length of the planning horizon in Hong Kong, 
ii) The economic reform in China and China's wish to maintain the 
prosperity of Hong Kong which lead to a lot of investment from 
China. 
iii) As a small trade-dependent economy, the shape of the Hong Kong 
economy depended on the economic performance and demand pattern 
of its major trade partners. The worldwide recession, especially 
in 1982 and 1985, obviously lowered the trade volume of Hong Kong 
in these years. 
< "» 
iv) The linkage exchange rate system^ which was in effect from 
October 17, 1983, is considered as another major factor affecting 
the trade volume of Hong Kong. This system provides the traders 
a stable exchang.e rate and then reduce their risk concerned. This 
will encourage the trade activities and raise the trade volume in 
Hong Kong. Also the deprecation in the US Dollar also contribute 
to the booming export sector and tight labour market in Hong Kong. 
4.2.2 Data availability 
One limitation in this study concerns the availability of the data. The 
relevant data on the bilateral trade and investment relations between Hong 
Kong and China are collected from various official and unofficial 
publications. Therefore, no comprehensive and reliable data for us to analyze 
and interpret accurately the findings in the area concerned. 
Under this new system. Hong Kong dollar was linked to US$ 
at a fixed exchange rate of HK$7.80 = US;$1. 
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Kong GDP by economic activity has just been provided annually by the Hong Kong 
Census and Statistics department. For the period of 1970 to 1980, we need to 
employ the income-based estimates of GDP by economic activity to make the 
comparison between the past and the present periods. However, due to serious 
data limitations, these estimates were considered not very satisfactory and 
to be used and interpreted with care. , 
Moreover, there was also no available data to show the value added of 
the different industries in the manufacturing sector before 1979. This brings 
us difficulty in comparing the production of the present period with that of 
the past period. 
4.2.3 Time period 
In this thesis, just the short run effects on the areas of investment, 
trade, manufacturing sector and tertiary sector have been studied. Owing to 
the data and time constraints, other possible effects of the open door policy, 
for example, the effect on the bilateral trade between Hong Kong and China, 
have not been discussed. 
4.3 The welfare effect on the Hong Kong economy , 
Theoretically, China's open door policy should be beneficial to the Hong 
Kong economy. We note that the open door policy makes available a pool of 
cheap though unskilful workers to Hong Kong, As a lot of low—skill industries 
will shift into China, other things being equal, this will have a downward 
pressure on the wage of the economy. As discussed in chapter II, this will 
induce a manufacturing-up process in Hong Kong. If one believes in 
generalized learning-by-doing (Lau & Wan 1986) , the production of more higher-
skill products will generate more technical know-how which is beneficial to 
the economy over time. Hence Hong Kong will gain both in the short run and 
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in the long run. However, we should bear in mind there will be redistribution 
effect as the wage rate will decrease. The government may have ta do 
something about it. 
Apart from shifting towards the production of higher-skill goods in the 
manufacturing sector, the economy will also shift towards the trading ,and 
finance sector. As the trading and finance sector is believed to be h i g h e r - -
skill and the knowledge generated is highly transferable, this is also 
beneficial to the economy as a whole. 
Finally, although we expect there will be a decrease in investment as 
some production processes are shifted into China, these processes are 
concentrated in low-skill industries, hence there should not be severe effect 
on the economy of Hong Kong. As a conclusion, China's open door policy 





List of I.S.I.C. Major Division , 
I.S.I.C. Major Division Economic Sector ‘ 
1 Agriculture, Hunting, Forestry and 
Fishing 
2 Mining and Quarrying 
3 Manufacturing 
4 Electricity and Gas 
5 Construction 
6 Wholesale, Retail and Import/Export 
Trades, Restaurants and Hotels 
7 Transport, Storage and Comnuinicatioii 
8 Financing, Insurance, Real Estate and 
•Business Services 
9 Community, Social and Personal Services 
10 Activities not adequately defined 
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Appendix 2 
The analysis method used in these tables came from Lau{1987b), and is 
quoted as follows. ， 
. • To facilitate the study of the pattern of structural change, a table 
listing the leading industries in the following way will be constructed. 
1) The first five industries at the top of the table arranged from left 
to right are the largest five industries in the manufacturing sector in the 
beginning year of the period under study. The largest industry is on the far 
left and the fifth largest industry occupies the fifth place from the left. 
2) The industries succeeded to the five largest industries appearing at 
the top of the table are arranged from left to right、in chronological order of 
when they first become one of the five largest industries in a year. In case 
two industries are among the five largest industries for the first time in the 
same year, then the one vitli larger share in the manufacturing sector is to the 
left of the one with smaller share. 
3) The numbers on the left axis of the table are the years listed in 
chronological order. 
4) In each row, the five largest industries in the corresponding year are 
marked with "2", "3", "4" and "5" in accordance with their ranks of their 
relative sizes together with the shares of the five industries in the 
manufacturing sector. 
The table then constructed will consist of a lot of I's, 2's, 3's, 4's and 
5,2 as well as many industries. Several different patterns may be observed from 
these numbers. From these patterns, ve may determine whether there is structural 
change inside the manufacturing sector over time, whether the change is 
unilateral or not, as well as towards which direction the changing is heading. 
a) Only five industries appear in the table, and the table is 
characterized by having a column of I's. a column of 2's and a column of 
5,s arranged from the left to the right accordingly: in this case, the economy 
is stagnant if and only if the shares of the different industries changes^ over 
time. Moreover, if once the share of an industry decreases, it will not increase 
again in the later years, then the share is unilateral. 
b) Only five industries appear in the table and some of the columns 
consist of several different numbers: in this case, the internal structure of 
the manufacturing sector had been changing over time. Moreover, if once the rank 
of an industry declines, it will not regain the previous rank, then the 
structural change is unilateral. 
c) More than five industries appear in the table and some remain the 
largest industries throughout the years: in this case, it is obvious some 
structural change has taken pace in the economy. Moreover, if we have such a 
table that the numbers in each column are once in an increasing trend ( the ranks 
of the corresponding industry are in a decreasing trend) will never decrease (the 
rank of the industry improves) again, or the numbers in each column once 
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disappear ( the corresponding industry no longer one of the largest five) will 
never appear again, then the structural change had been unilateral. 
d) More than five industries appear in the table and the five largest 
industries in the early years have lost their importance altogether in the later 
years: Clearly there is structural change, On the other hand, we will see that 
in the upper part of the table, there are numbers ranging from "1" to "5" in the 
fifst five columns which correspond to the five largest industries and there is 
nof any number in the remaining columns which corresponds to the other 
industries. Since these five largest industries had been losing their 
importance while the other industries had been gaining their importance in the 
later years, and there are always five numbers (from "1" to "5" ) in each row 
ye can see that the numbers shift gradually from the left to the right in the 
catLral'ona TJjerefore, what we see is a table where t L numbers 
scatter along the diagonal which is drawn from the upper left hand corner to the 
lower_right-hand corner of the table. Therefore, it is clear that if more than 
n i r . f i l ? ^ ^ a〒e involved in the table,, and no industries had been remaining 
二 : g e f five throughout the whole period under study, then the more 
s^ver^ly the numbers scatter along the diagonal, and the more unilateral the 
structural change had been. 丄丄丄aitJid丄 i^ ne 
w o m i . S / e n e r a l , if a lot of industries appear in the table, and/or the numbers 
？【二 二 f ， uf in each column, then the extent of structural change had been in 
二，二uring sector is large. In addition, the more the n L h e r s scatter 




ISIC BROAD INDUSTRY GROUPS IN MANUFACTURING SECTOR 
Broad industry group Code 
Food, beverages and tobacco 311-312, ‘ 
313, 314 
Textiles (including knitting) 325-329 
Wearing apparel, except knitwear and footwear 320 & 322 
Leather, wood and cork products 323, 324, 
331, 332 
Paper products, printing and publishing 341, 342 




Plastic products 355 
Basic metals, fabricated metal products, 371—372, 
machinery and equipment ’ 380-381, 
‘ 382, 385, 
389 ^ 
Electrical and electronic consumer products 383, 384 
Other manufacturing industries 390 
163 
Appendix 2 
List of Industry groups in the broad industry group, Basic metals, fabricated 
metal products, machinery and equipment 
ISIC Code 
371-372 Basic metal industries , 
3 p O Iron & steel basic industries ‘ 
3721 Non-ferrous metal basic industrY—copper 
3722 Non-ferrous metal basic industry-aluminium 
3723 Non-ferrous metal basic industry—others 
彻 - 3 8 1 Manufacture of fabricated metal products, fixrppt 
machinery and ecruipment 
3801 Manufacture of metal toys 
3802 Manufacture of nails, screws and hinges 
3803 Manufacture of tin cans and domestic utensils of metal, .except 
aluminium 
3804 Manufacture of vacuum flacks 
3810 Manufacture of cutlery 
3811 Manufacture of hand tools and general hardware 
3812 Manufacture of furniture and fixtures primarily of metal 
3813 Manufacture of structural metal products 
3814 Manufacture of aluminium utensils and articles 
3815 Manufacture of pressure and kerosene stoves and lanterns and 
acessories ‘ 
3816 Manufacture of torches and parts except torch bulbs 
3817 Manufacture of metal wrist watch bands - . 
3818 Buffing and polishing and electro plating 
3819 Manufacture of fabricated metal products except machinery and 
equipment NEC. 
382 Manufacture of Machinery, except Electrical , 
3821 Manufacture of engines and turbines 
Manufacture of agricultural machinery and equipment 
3823 Manufacture of metal and wood working machinery 
3824 Manufacture of special industrial machinery and equipment except 
metal and vood working machinery 
3825 Manufacture of office machinery and equipment, except computing and 
accounting machinery 
3829 Manufacture of machinery and equipment except electrical nec. 
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Appendix 4 (cont'd) 
^ ^ Professional and Scientific, Measuring and Controllinq Equipment not 
elsewhere classified, and Photoaranhic & Optical Goods 
3851 Manufacture of professional and scientific and measuring and 
controlling equipment nec. 
3852 Manufacture of photographic and optical goods 
3853 Manufacture of watches and clocks - mechanical ‘ 
3854 Manufacture of watches and clocks - electronic 
•390 Manufacture of Transport Equipment 
3890 Ship building and repairing -boatyards 
3891 Ship building and repairing 一 shipyards 
3892 Manufacture of railroad equipment 
3893 Manufacture of motor vehicles 
3895 Manufacture of aircraft 
3897 Motor vehicles breaking 
3899 X Manufacture of transport equipment nec. 
3894 Manufacture of motorcycles and bicycles “ 
169 
Appendix 7 
List of SITC classification by sections 
SITC Section 
0 Food and live animals chiefly for food 
1 Beverages and Tobacco ‘ 
2 Crude materials inedible except fuels 
3 Mineral fuels lubricants and related materials 
4 Animal and vegetable oils fats and waxes 
5 Chemicals and related products nes 
6 Manufactured goods classified chiefly by material 
7 Machinery and Transport equipment 
8 Miscellaneous manufactured articles 
9 Commodities and transactions not classifed according to 
kind and transactions in gold and coin 
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Appendix 7 
High-technology in Section 7 and 8 (SITC) 
SITC Division 
71 Power generating machinery and equipment ‘ 
72 Machinery specialized for particular industries ‘ 
73 Metalworking machinery 
74 General industrial machinery and equipment nes and machine parts 
nes 
75 Office machines and automatic data processing equipment 
76 Telecommunications and sound recording and reproducing apparatus 
and equipment 
77 Electrical machinery apparatus and appliances nes 
78 Road vehicles (including air-cushion vehicles) 
79 Other transport equipment 
87 Professional scientific and controlling instruments and apparatus 
nes 
Photographic apparatus equipment and supplies and optical goods nes 
watches and clocks 
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Appendix 7 
Lists of the first three sections in Domestic Export (S.I.T.C.) 
Section 一 Divisions Description 
6 MANUFACTURED GOODS CLASSIFIED CHIEFLY BY MATERIAL , 
61 Leather Leather Manufactures NES and Dressed Furskins 
62 Rubber Manufactures NES 
63 Cork and Wood Manufactures (Excluding Furniture) 
64 Paper Paperboard and Articles of Paper Pulp of Paper or of 
Paperboard 
65 Textile Yarn Fabrics Made up Articles Nes & Related Products 
66 Non Metallic Mineral Manufactures NES 
67 Iron And Steel 
68 Non Ferrous Metals 
69 Manufactures of Metal NES 
7 MANUFACTURES OF METAL NES 
71 Power Generating Machinery and Equipment 
72 Machinery Specialized for Particular Industries 
73 Metalworking Machinery 
74 General Industrial Machinery and Equipment NES and Machine 
Parts NES 
75 Office Machines and Automatic Data Processing Equipment 
76 Telecommunications and Sound Recording And Reproducing 
Apparatus and Equipment 
77 Electrical -Machinery Apparatus and Appliances NES 
78 Road Vehicles (including Air-cushion Vehicles) 
79 Other Transport Equipment 
8 MISCELLANEOUS MANUFACTURED ARTICLES 
81 Sanitary Plumbing Heating and Lighting Fixtures and Fittings 
NES 
82 Furniture and Parts Thereof 
83 Travel Goods Handbags and Similar Containers “ 
84 Articles of Apparel and Clothing Accessories 
85 Footwear 
87 Professional Scientific and Controlling Instruments and 
Apparatus NES 
88 Photographic Apparatus Equipment and Supplies and Optical 
Goods NES Watches and Clocks 
89 Miscellaneous Manufactured Articles NES 
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Industry groups in Section 89 of Division 8, Miscellaneous manufactured Articles 
NES 
ISIC code Description 
892 Printed matter 
Articles nee of materials of the kinds described in Division 
58 
894 Baby carriages toys games and sporting goods 
895 Office and stationery supplies nes 
獲 Works of art collectors pieces and antiques 
897 Jewellery goldsmiths and silversmiths wares and other articles 
of precious or semi precious material nes 
898 Musical instruments and parts and accessories thereof including 
phonograph records and the like 
899 Other miscellaneous manufactured articles nes 
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Appendix 9 ： Regression results 
In the following regressions, we set a dummy variable to specify the 
different time periods, ‘ 
0 if the data concerns the period before or at 1978 
Dummy=f 
1 if the data concerns the period after 1978, 
and then run the related data on time , the dummy variable and the product of 
them to see if there is any intercept or slope change in the trends of these 
variables. 
The results are listed and interpreted as follows, 
1. Total Investment (at 80 market price) . 
Data sources: Estimates of GDP,1966-1988, C & S Dept. 
The regression equation is 
Investment : 9782 + 2066 T + 13449 D - 397 D 大 T 
t ratio : (4.57) (5.99) (2.30) ( - 0 . 8 1 ) 大 大 [ 
R square : 96.6% 
Degree of freedom: 16 
Interpretation: 
According to this result, the intercepts of the two periods are 
significantly different at the 5 % level, while the slope of them are not. 
In Chapter III, we have mentioned that the average real growth rate of 
investment in the present period is lower than that in the past period (P.40), 
Here the regression result tells us that even the growth rate is lower, the 
absolute level of investment has still increased during the present period. 
1 大大 means the coefficient is not significantly different 
from zero at 5 percent level (with two tails). “ 
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2. Trade: Total exports, domestic exports, re-exports, and imports of goods 
Data Source: Estimates of GDP, 1966-1989, C & S Dept. 
2.1 Total Exports 
The regression equation is 
T. Exports = 27537 + 3650 T - 212701 D + 18537 D 大 T ‘ 
t ratio : (1.95)** (1.60)大大(-5.51) (5.75) -
R square : 93.8% 
2.2 Domestic Exports 
The regression equation is 
D. Exports = 22796 + 2535 T - 61909 D + 5940 D * T 
t ratio : (5.04) (3.48) (-5.02) (5.76) 
R square : 96.9% 
2.3 Re-Exports 
The regression equation is 
Re-exports 二 4 7 4 1 + 1116 T - 150791 D + 12598 D 大 T 
t ratio : (0.46)** (0.68)大大（-5,39) (5.40) 
R square : 89.6% 
2.4 Imports of Goods 
The regression equation is 
Imports = 30785 + 4033 T - 178004 D + 16081 D 大 T 、 
t ratio : (2.17) (1.76)大大 (-4.59) (4.96) 
R square : 93.3% 
Interpretation: 
Similar results are observed among the regressions of the above four 
items. For each item, both the slopes and the intercepts of the two periods 
are significantly different at the 5 % level. The coefficients of the dummy 
variables are negative, but the coefficients of the products of dummy and time 
are positive. In other words, there is a drop in the intercept concerning the 
175 
present period, but the slope is steeper than before in each case. On the 
other hand, there is relatively a large coefficient concerning the product of 
time and dummy in the regression of re-exports, compared with those of the 
domestic exports and imports of goods. 
f 
The findings on the changes of the slopes match those in our discussion , 
in Chapter III concerning the higher growth rate of these trade items during 
the present period, and re-exports has the highest average growth rate among 
the trade items. 
3. Manufacturing sector 
3.1 Pattern change in domestic exports 
Data Sources: from p.106-107, Table 3-25A. 
Domestic exports 
(in absolute value) 
SITC ‘ 
0 Food, and live animals chiefly for food 
Exports = 57.4 + 57.1 T - 665 D + 67.7 D * T 
t ratio : (1.0)** (6.15) (-4.23) (5.16) 
R square: 98.2% 
1 Beverage and tobacco 
Exports = 41 + 1.3 T - 2656 D + 216 D * T 
t ratio : (0.37)** (0.07)** (-8.89) (8,65) 
R square: 93.8% 
2 Crude materials inedible except fuels 
Exports = 139 + 24.2 T - 869 D + 115 D 大 T 
t ratio : (0.8)大大 ( 0 . 8 7 )大大 (一 1 . 8 4 )大大 (2.91) 
R square: 88.9% 
4 Animal and vegetable oils fats and waxes 
Exports = 4.81 - 0.16 T - 50.7 D + 4.15 D 大 T 
t ratio : (0.61)大大（-0.13)** (-2.36) (2.31) 
R square: 49% 
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5 Chemicals and related products nes. 
Exports = 4 5 + 26.4 T - 3617 D + 297 D * T 
t ratio : (0.15)大大（0.54)大大(-4.36) (4.28) 
R square: 83.8% 
6 Manufactured goods classified chiefly by material 
Exports = 1131 + 355 T - 20194 D + 1753 D * T 
t ratio : (0.92)** (1.78)** (-5.99) (6.23) 
R square: 94.7% “ 
7 Machinery and transport equipment 
Exports = 100 + 586 T - 45512 D + 4076 D * T 
t ratio : (0.05)大大（1.65)大大 (-7.58) (8,13) 
R square: 96.5% 
8 Miscellaneous manufactured articles 
Exports = 2693 + 2269 T - 75738 D + 73^9 D 大 T 
t ratio : (0.87)大大(4.56) (-8.99) (10 42) 
R square: 98.8% 
9 Commodities and transactions not classified according to kind and 
transactions in gold and coin 
Exports = -34 + 20.4 T - 2760 D -f 240 D ^ T 
t ratio : (-0.23)大* (0.85)大大 (-6.80) (7 i) 
R square: 94.3% • 
The degree of freedom of above eleven regression equations is 16. 
Interpretation: 
For the results shown in above ten regressions with respect to different 
sections (SITC) in domestic exports, both the slopes and intercepts of t h J 
two periods are significantly different at 5 % level in each section. 
Similarly, there is a drop in the intercept term and a steeper slope in the 
present period compared with those of the past period. 
By considering the first two terms in these equations, except Section 
0 and Section 8, the coefficients of the first two terms in other sections are 
not significantly different from zero at 5% level. In other words, no 
significant time trend is observed in these sections in the past period even 
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the cofficients of the intercepts and slopes of the present period are 
significantly different from zero at 5 % level. 
This result statistically implies no significant pattern change inside 
the domestic exports, even there is change in terms of the total domestic 
exports. Remember that in Chapter III, we also found no significant change 
in the internal pattern of the domestic exports under the China's open door 
policy. 
3.2 Employment in manufacturing sector 
Data Source: from p.141, Table 3-31A. 
Total employment 
Em = 461179 + 32949 T + 478526 D -37420 D ” 
t : (22.49) (9.97) (8.55) (-8.01) 
R2 : 96.1% 
1. Broad industry group : Food', beverages and tobacco 
Em = 12910.93 + 750.25 T + 6659.05 D - 539.27 D * T 
t : (33.08) (11.93) (6.25) (-6.06) 
R2 : 97.67% 
2. Broad industry group : Textile (including knitting) -
Em = 119580.8 一 15.58 T + 15440.21 D — 1082 D 大 T 
t : (17.795) (-0.014)** (0.842)** (-0.706)大大 
R^  : 6.66% 
3. Broad industry group : Wearing Apparel, except knitwear & footwear 
Em = 79422.7 + 18330 T + 180895.4 D - 18427.8 D * T 
t : (9.658) (13.83) (8.056) (-9.831) 
R2 : 96.19% 
4. Broad industry group : Leather, wood & cork products 
Em = 11514.5 + 1389.4 T + 25686.3 D -2163.5 D ^ T 
t : (13.45) (10.07) (10.989) (-11.088) 
： 93.97% 
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5. Broad industry group : Paper products, printing k publishing 
Em = 21252.33 + 1136.56 T - 2069.8 D + 397 D * T 
t : (21.499) (7.134) (-0.767)大大（1.762)大大 
R2 : 97.81% 
6. Broad industry group : Chemicals, rubber and non-metallic minerial 
products 
Em = 19385.4 — 448.6 T + 1733.9 D + 127.3 D * T . 
t : (28.782) (-4.133) (0.943)** (0.829)大* 
R2 : 64.41% 
7. Broad industry group : Plastic Products 
Em = 65503.6 + 1129.7 T + 37452.75 D - 2392.6 D * T 
t : (15.047) (1.61)** (3.151) (-2.411) 
: 58.53% 
8. Broad industry group : Basic metals, fabricated metal products, machinery 
and equipment 
Em = 61164.9 + 6456.3 T + 132139.7 D — 9218.9 D 大 T 
t : (13.244) (8.674) (10.479) (-8.758) 
R2 : 96.21% 
9. Broad industry group : Electrical and Electronic consumer products 
Em = 38541 + 5512.17 T + 85316.4 D - 5668.9 D * T 
t : (7.855) (6.971) (6.369) (-5.069) 
: 95.19% 
10. Broad industry group : Other manufacturing industries “ 
Em = 31902.6 - 1290.9 T - 4669.5 D + 1546.7 D * T 
t ： (8.89) (-2.233) (-0.477)大大（1.892)大大 
R2 : 44.06% 
The degree of freedom of above regressions is 16. 
Interpretation: 
The first regression equation deals with the total employment in the 
manufacturing sector. All coefficients in the equation are significantly 
different from zero at 5 percent level. There is a rise in the intercept and 
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a flatter slope in the present period compared with those in the past period. 
Other regressions in this section concern the employment in the 
individual broad industry groups. By considering these regressions, except 
for the groups 2, 5, 6 and 10 (these codes are only used in this appendix), 
all the coefficients in the other six industry groups are significantly 
different from zero at 5 % level, the only exception is the coefficient of 
the second term in group 7. Similar to the first regression (total 
employment) , in the present period, a rise in the intercept and a flatter 
slope are observed in these six industry groups. Obviously, there is no 
significant finding showing any internal change in the manufacturing sector 
in terms of the employment figures. 
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